Management Advisory Report: The Probability of Meeting
Electronic Tax Administration Goals Remains Questionable

Please note that the report is included in a separate Adobe PDFfile for
2001-40-047 (Part 1). Also, Appendices VI through IX are included in a
separate file (Part 3).

Appendix IV

Electronic Tax Administration
Total Budaet

Category FY 1998 FY1999 FY2000 FY 2001

AICETA 47082380 $13,552,315 $17.878,000 $20,064,000
Marketing  $5.000,000 §$8,000,000 $13,000,000 $16,000,000
Isn;:tms $26.202,000 $27.730,000 $29,896,000 $29,322,000
Staffing  $33,308,000 $35,527,000 $40,062,000 TBD

TOTAL  $71,792,380 $84,809,315 $100,836,000 TBD

“Note: FY 2001 data is projected.

Source: Electronic Tax Administration, Senior Program Analyst
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What the future holds in store for
Flectronie Tax Administration

Attributes Today's System Tomorrow's System
Filing Options Practitioner e-file Practitioner ¢-fie
Telefile Telefile
Cn-Line Filing Cn-Line Filing
Internet Filing
Signature Reguirement Paper Jurat Electronic Authentication

Farms and Schedules

Most Accepted

All Accepted

{to the extent practicable)

Payments Payments mailed separately Electronic Payments

- Form 1040V - Dirgct Debit/Credit Cards
Tax Notes Paper Onky Electronic
Authorizations Paper Forms Electronic

Account Request

Paper or Telephone

Electionic On-Ling Accpss

Source: 1999 A Strategy for Growth, Page 59
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Appendix V

Project Descriptions

Number

Title

Description

1040 Integrated Filing and
Payment (ACH Deabit)

Completed.

Inchusion of & payment record as part of the electranic return. Perform
applicable validation and consstency chacks batween the return and

paymeant data and creste approgeiate acknowledgement data. Strip off
accaptad payment records, consolidats into payment fike and transmit
daily to the Fmancial Agent (FA).

Electronic: Account Resolution

Priowiding that adedquate sacurity and privacy safeguards exist. the 1IR3

will be axploring the wse af E-Mail for resolving acoount related issuss.
Invitiglhy, the [HS will enable sacure E-Mad communications with practibion-
ars. Developmental work will then commence for electronic account
rasalution for taxpayers &5 required under the IRS Rastruchering and
Rerborm Act.

Accelerated Refund

Reduce by 0% the time from acceptance of an alecironic returm to
issuance of the refund.

Integrated Filing and
Payment by Credit Card

Inchesion of a payment eoord a5 part of the electronic retum. Perform
applicable validation and consistency checks between the retum and
payrment data and crests appropriate acknowksdgement data. Stmp off
accaptad payment records, consalidate into payment file and transmit
daily tor the Financial Ageat [FAJ Pibot credit card payments for 1040E3
and 4868 paymeants.

Electronic POA,
Electronic TIA

Anabyze Form 2868, Power of Attorney and Form 8821, Tax Information
Aurthaorization, to determing what mbormation needs to be captured and
whare it needs to be captured. Modity any forms and files determined to
b impacted and coardinate any related programming and procadural
changes. Scheduled 1o be included in Modeamization relesse for 2001,

1040 Integrated Filing
and Payment by TeleFile

Allw TeleFile balance due filers the aption of authorizing a debit ransac-
tion to their bank account during the Telekile call. Conduct sureay aithar
by provicing an option at the and of the call or by mail asking for taxpay-
ars’ feedback. Maodity payment option & needed.

Foreign Aspect Returns

Research the various types of foreign aspect indnidus! incoms f@x raturm
filings to determing which are suitable for filing electronically and astab-
lish & schesiule to add tham to the e-hle program. Also, develop an intar-
face for the Electronic Managemeant System [EMES) 1o recaive and
acknowledyge Foom 1040MNE returns which are currently filed slectronically
at the Philadelphia Service Cantar
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MNumber Titler Description

g Mare Forms and Schedules Albowe more attachments to the Form 1040 to be filed electronically to
priwide tor & broader bass of taxpayars eligible o participata in tha
program. Bagin adding more forms related o investment and businass
aActivities, with the wltimate goal of allowing the mapority of individual
ineoms: tax reburms that are prepared alectronically to be filed alectronically.

9 Combined Federal-State [ehentity requirements and develop the capability 1 receive state
Acknowledgements acknowledpanment flkes, associate with federal acknmededgemeant files,
whan apphicable, and load int EMS for retnieval by ransmitters.

10 Federal-State TeleFile [est the concept of allowing taxpeyens to file both thair fedaral and state
tax raturns in ong phong call wsing the TaleFile system. Additional data
requiret onby ty the staks will be entered after the tedeal retum is
completed. Indana and Kentucky parbcipated i the prototype. Expand
pibat 1o Allow all eligible texpeayars in Kentuky and Indiana 10 particpete
in Federal’State filing. Fursue inclusion of other interestad states as
TBSOUICES PErmif.

11 Tax Preparer Notes Explore the feasibilieg of providing the capasility for filerstaxpayers 1o
inelude explanatonphealuntary information as part of the electronic reun.

12 Blectronic Substituta Research and evaluate the existing slectronic substitute for retum

for Return (SFR) program and deteming whit improvements and enhancaments arg
needed to make it completely ekctiome. Consider providing ravernus
officars and other apphcable steffs with electronic filing software and
|aptops with modems o prepans and ransmit substiuts returns from the
source. Develop plan for development and rall aut system.

Aszess feasibility of developing 8 program to electronically genarate &
submstitute for return to assist field employess. Analyz the requiramsnt
for replacing the A-G0208 program that prints & substiute ratum for
Forms S41 and Forms 040 based on sysemic caloulations, Currently the
paper s manualy processsd. Analyse axsting 1080 substituts programs
foar gnhancamsnts.

13 State Only Filing Al state raturms from participating filers for sslected states into the
glecironic iling system for txpayers who have an accepted bederal retum
on file. Put state retuns on the State Retrieval Systen for rettieval by the
applicabiln statas,
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Number

Title

Description

14

1040 Comhbined
Federal-5tate Paymant

Frieida the capatility to tangmit payment reconds for bath federal and
state Electronic Paymant balance dus amounts on the electionic raturm,
Farform limited validation of state paymeant data. Devalop new state
payment racord it necessary and modify ELE programs a5 necassany.

16

Electronic Transcript
Delivery System (ETDS)

Tt Elecronic Transcript Cetivery System (ETOS) will automate the
dischosure of texpayer infoemation 1o designated third parties that have
ten autharized by the taxpaysr to recene their tax refurn mbormston,
Ihe currant transerpt request process is lebor infensie and papar-tbasasd
and fakes an average of 7-10 days for custonens o receive the ranscripts
that they requasted. The ETDS pibot will sutomate the process, ensure
secure transmissions and retum requssted information within 24 houwrs.

I the bong term, ETLS will be part of the Modernization functionality!
architectre being desstoned in conjunction with the PRIME Alliance and
i5 schedulad w be ineluded in the relesse for 2001

16

1065

Accommodate capacty and program reguiraments of legislative mandate
in the Taspayer Haliet Act of 1087 requiring certain filers to submit Forms
1065 and Schedubss K-1 electronically.

17

1120

Currenthy, thers 5 no electionic processing system for Farms 1120,
Develop plans to mows thase forms and schedules o some tarm aof
alectrmic filing.

18

11205

I congunction with the Foem 1120 initiative, ETA will also explore
alectronic fling for Farms 11205 for subchapter 5 businasses.

14

1098 and 1089

Currenthy, Martinsburg Computing Center [MOC) receneas 1098 and 1009
data glectronically on the TEES and on magnetic madia, MCC also
processes this data on mainframea progrems. Develop EMS receipt aof
Forms 1088 elachronically and in magnetic media for procsssing in
praprietany farmat in BT program in EMS.

20

7004 Internat

Currenthy the extension to file business retams is retaived cnly on papear.
Extansions ara usually requested for complex busimess returns. Develop &
rivaduls i EME to receie Form F004 i proprietany format Need to
coordmeats with EFTFS.

21

Mew 1041

Recaive Form 1041 dita electronically in propeietary format through EMS.
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Mumber

Title

Description

1041 Federal-State Replacement

Exprand the participation of the 5 Banks in Mew York to other gecgraphical
areas. Philadelphia Service Center has abesdy initiated contacts with

othar interastad partins. Lsing thair information &5 &8 baseling, expand

thie participation accordinghy.

2200 e-file/TelaFile
Filing with Payment

Analyze existing data on Forms 22000 Defing and dewelop Form 2200
e~ Talefile to sllow filers of Higheey Lse Tax filing and paymeant. This
inifiative will no longer be requirad it pending legisiation, which would
require truckears 1o file and pay their Feaderal taxes concurnmantly with
applyving for thair state licensas, s enacted.

Dewvelop Form 880 in EFS and EMS in proprigtary format.

Ichemtify th: recpuirements for filing the series 9808 electonically, o includs
vig the Intermst Identity optimum alernatiee ways of filing, identity the
tergeted audmnce to includs what the impact of “parent” organization
My reuine

25

TIN Matching for
Gowernment Contracts

00 and other governmeant agancias would like [BS o participata in ot
effort o vabidate TIN and Names of companies and personneg! to assurea
hLilling and security infarmation is accurate.

5471 and 6166

Form 5471 - Information Betwrn of LLS. Person with Bespect o Ceartain
Foresgn Corparation. Fem 6166 - Certification of Filing a lax Betan
[ussd by corporations). Currenthe both of these forms are received and
processed at Philadelphis Semvice Center on their BES and ECS. Develop
EMIE to receive both forms.

EXFIRS

Exczise bual Infarmation Heporting System (ExFIRE] s a Congressionally
mandated sutomated fual tracking system to faciliata monitoring and
compliance af excise tax motor fuel lews. I8 is currantly comprised of 1en
subrystanms, some of wiich electronically collect mabor fual information
&4 it passas mto and throwgh matar fuel terminals to predict potential
compary fuel volumeas that can be compared to the filed Excise lax
Returns (Form 720 The subsystems also induede the racking of claims,
fual movement, expornt and import dyed diess! fuel program, registraton
authartication, fual fingsrprint librany, and state informiaton sharng.

941 On-Line Filing (OLF)

Matiormaide roflout of 341 On-Ling Filing Progeam. This Program siows
business fikers o prepare and file Form 841 using a FC modem and off
thie shaelt sofrware to transit tax refums (o0 & thind party transmiter andfos
a Repaorting Agant, who will then fransmit 1o the RS,
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Number

Title:

Description

29

940 Integrated Filing
and Payment

ikt systam to recenve Forms 540 electronically accompanied with
payrent infarmation for ACH detits andfor credits, Stip paymient dats
and forward to 8 Hnancial Agant who will transter funds and torward
appropriate data o the EFTRS. Mandated payments not attached 1o a
returm will gontinue t0 be required and sant by the FHinancial Agant directly
to EFIPS.

30

O471EZ Internet

|chentity systam and software teguirements to baald 8 tansactional intemst
to receive an abbreviated Foam 841 for a targat markat via the intermet.
Requirements should includs receipt and procassing. All systems inter-
fecas must b identified and devsbaped, including returning achknowladge-
mgnts o tiers.

AN

947 Imtegrated Filing
and Payrmert

Acoept recaipt of electronic Formes 547 retums with ebectronic payment
records for AUH detuts at 2l 841 a-file loeatons Payment records should
b implemented for e-fe. OLF &nd Telable programs.

G40EL Intermeat

[chentity programming, system and interfacs requiremants to recene and
priocess a fransactionsl internat procuct for Form S4082 data

240 e-file

Pbadify the BME Trading Farmer Interface in EMS to accept Forms G40 in
ELH and propristary formats, Build an mbertace with Business Customer
Ustabizse for signature authentication.

940 On-Line Filing (OLF)

[chemtity requirements and buidkd EME module for recaipt from transmittens
and processing of Forms 980 in EDU format and imterface with COB.
BROCILF wall usa the same programs [back end) a5 Ba0E-fike. Inchede
assgnnent of 8 new doc code 1o dentiy OLF raturns for reparting and
statistical anabysis, Fikat aceapting borms a0 OLF in ELH anddar progei-
atary farmat m EMGS at AUSE, Baild automated interface with Business
Customer Database for signature authentication.

35

940 TeleFila

Ichemtity requirements and buikl & TeleFile moduls to accapt Forms Sa0 via
the tekephone from pre-selected participants. The program coukd model
the a1 Teferile program and will use the same back end programs as
O&0E-fila. Include assignment of & new doc code to distinguish Tebetils
returns for reporting and statistcal analysis, Flat accepting Fams 40 vis
the ledetile program to be processad at TR
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Mumber Title Description
36 943 Intermet [ttty programming. system and interfacs requiranients (o receve and
process & ransactional mtermnet product for Form 843 data.
a7 945 Interneat [efzartify programming. system and interfacs regquirements o receive and
process a ransectional imternet product for Foem 545 data,
a8 STAWRS Single Point Filing Ihe IR is pitoting receipt of Form S&1 data from the states of Moantana
and lowa Employars in thess states will voluntarily submit papar and
glectronic Forms 841 comtaining both Federal and state data (payroll and
ungmphoyment).
a8 STAWRS Harmonized A Harmonized Wape Code (HWC) deta base, consisting of 56 Federal and
Wage Code state empbiyment tax codes with analyses of their differances and similar-
ities, has been completad. A targeted HWE which consists of the compeo-
nents most eommonty affecting small emplovers has alsoe bean complatad.
I memt step will be to publish & targeted HWE and apply it to at least
one state emplyment tx code.
&0 STAWRS One-5top (% has created and maintained an Intermet Gateway for linking
Customer Service (OCS) customens o relevant government agencies. Q05 will also streamling the
Federal and state EIN process.
a1 EFTPS Marketing Ihe IHS is brosdening and enhancing its marketing campaign for EFTFS
by enpiunage required texpayers o encoll, enralied tapaverns o use tha
systam, voluntary businesses to enroll and wse the systen. and mag taps
users fo enrall and uss EFHPS
42 Magnetic Tape The IRS will be eliminating the Mag fape program for degdasies in 2000,
Dwposit Elimination
43 Internet EFTPS Tha IHE, in conjunction with Foancisl Management Senice, is in the

process of deploying 3 weabsite for enrollments, payments and customer
SENVIGE.

Source: 1999 A Strategy for Growth, Pages 22-27



